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< 7 INTRODUCTION

This nﬁﬁograph is ;once¢nea with recent research findings related . to

the‘employment tax credits to businesses commonly referred to as the

; WINAmd-welfare tax credits, which were 1éqislated in 1971 and 1975.

’ . The te*t ¥s d1v1ded into four chapters. The first is a brief dis-

a2t ey

cussion of the economic and political contexts from which employ- .

ment tax credit legi¢lation arose.  Chapter LI is a brief descrip-
. tion ;t the.séope and methodologies of twe of the employment tax—
. tredjt Uti]izatiOn stﬁdies which were funded by tﬁe’ﬁepartment of
Labor Chapter IT1 was wrrtten to present 2 succ1nct d1st1111at}on

* of the salient f1nd1ngs presented in the more lengthy reports of

Lhe DOL "contractors. .

- - [y “a

‘. ,{ in add1t1on, I believe there  is a need to explicitly 1dent1fy the

!
P i
; ba51c issues surr0und1ng emp]oyment tax credit legislation, and to

1ntegrate the research f1rd1ngs into the national employment pol1cy

., . ﬁnsa1c Chapter IV may-: Be v1eweq as an execut1ve sunnar{/yh1ch in-
A ) corporates this 1ntent1on.\ // )
Py . \\ , - ‘.
\ ]
‘ \
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SR ' " . . Chapter 1 .’ ,
iHE ECONOMIC AND POLITICAL CONTEXTS OF EMPLOYMENT TAX' CREDIT LEGISLATION
Introduction -, ”~
X Modern national economies have been undergoing considerable and rapid '
" structural changes dyring the pagt 30 to 40 years. Theé development .
of new technologies has done much to bring about, these changes; in-
deed, some observers speak of a 'new ihdustriailrevolution'. Although
Dl . these qew‘techno]ogies have beeri developed to provide solutions to -
many of society's problems, the solutions themselves have often cre-
‘ated new and more complex problems. - The process of automation.is a
» : . ) S,
good example. .In forecasting the impact of autémation on the nation-
1 . . . .
al econpmy, one if its develapers, Norbert Wiener, had the following !
concern about its impact: - g ) A
. \ . ¢
) The  industrial revolution has. ,~.disg;>ted man and the =
. . beast as a source of power. . . . The factory of the .
, future. . .will be controlled byssomething 1ike a fodern
) high-speed computing machine, -~ . . We can expect an . -
. B abrupt and final cessation of the’ demand .for the type of
) factory labor performing, repetitive tasks, . .an inter-
.+ .. medigte transitional period of disastrqus confusion. . . .
Industry will be flooded with the new tools to the extent
: . that they appear to'yield immediater profits, irrespective
S . . of what long-term damage they can do.-. . . It is per-
. : fectly clear that.this will produce an unemployment sitwa- _
. tion, in comparison with which the present recession and ) ‘;/;/
- even %he depression of. the thirties will seem a pleasant )
. joke.' ' . . . ) .
. - ) “ L)
g . P ;‘i -
- } "< ,
- B

: ]N. Wiener, The Human Use of Human Beings (Houghton MiffTin,fBoston,
1950), pp. 180-189. . » :

' !




Fortunately, while—great advances were being made in_scientifiﬂ . ¢
technology, s1gniijEE§“preakthroughs in the science of econqnﬁc§j

aTso occurred. " A new paradigm was deve]oﬁed_by John Maynard Keynes

which has completely changed modern economic thinkiné, and consider-

ably lessened the destructive consequences of'automation,which were . .

feared by‘Hﬁenér.l Bgcau§¢ this development has.important implica-

tions for national emp]pymedt policy, as well as the création and

] -

use of employment tax credits, it will be briefly descr{bed here. .

.

During the 1930s it was widely believed that increases in producti-
v{ty:would only result in dnenp]oyment, because total oufbut would
Eemain essentially unchanged. Modern Keynsian economics, however,,
took a more dynamic view o} national economies. It prescribed a

‘ careful coordination of monetary and fiscal policies which-would re-
sult iﬁ the creation of neQ purchasing power, subsequently increased
brﬁduction of new aqd existing producfs and ultimately, -new jobs. \-/;J

The ’new.ecénomics' became a reality during the Kennedy Administration,
wheﬁ a $10 bi]]iqp tax cut was proposed to stimulate a stagnant economy.’
The succéssfu] ;esu1t dramatically changed the economic attitudes of
policy makers, and pro%essiona] économistg'hgre flushed with the tax

cut's success. When discussing Wiener's dreary forecast, Paul Samuelson,’

»

" a prominant 'new economist' exulted:

L

—

.. .This approach means you do not have to decide whether
the pessimists are right who argue that inventions will

' . k11 off more jobs than they create. Why care? In every ¢ _ [
. o /
o
P
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L . case we know that high employment without inflation wiTl ..
o . : fequire monetary and fiscal policies of the correct magni- ’

tudes and mixed economies kriow what needs doing.l.. -

0
v . ’ -

A]ihough'the 1960s and early ]9ZD§ have- not witnessed the cataclysmic~p
'dnemployment which pessimists had forecast high employment withou{'
inflation proved elusive and it becane mncreas1ng]y clear that the , o

high aggregate demand produced by the new economics was a necessary,

but not suff1c1ent condition for e11m1nat1ng unemployment in the

. nation's economy.

[
'

Policy makers were continua1]y frustrated by large pockets of unemploy-

ment among many unskilled and semiskilled workers. Two categories -

A

of unemployment (nhich are noé necessari]y mutually ekclusive)‘were
grappled with: Structural unemployment, whete large ndnbers of mi -
nority group members remained unemployed despite generally high aggre;
'gate demand; and frictional unemployment, perceived.as a temporery
labor market dislocation resulting from new and/or onengfng techno1ogies.
Becayse there were thousands of highly skilled jobs avai]ab}e, it was

assumed that the public and private markets could absorb everyone ready

and ni]]ing to work once they had.been properly trained. Therefore, '

_policy makers began to focus on ;raining as a means of improving em-

B
PRSP JUPRSE AP DI o~ SR <o o

ployment prob]ems, and it was felt that government\had an 1mportant

ot Tt A AL L LA A A AAAA A T A & e

role and responsibility to coordinéye and provide opportunities for

" - such training.

e ,

- ]P. Samuelson, Economics (McGraw-Hill, New York, New York, 1970),
p. -319.




The Work Incgntive:Program (WIN)

.
1 4

. .
- »
»

During‘thaitperiod._Congress was also developihg programs.for segments
of the welfare popu}at%on\who'were considered to be employable. These
. programs also relied heéyi1y on ihstitutjona1 training and genefal..
e?ucation. The 1967 Amendments to Title IV of, tﬁe Social Sg&urity Act
estébl{sheq'thé,wo;k Incentive'Progra@_(wINY. This program was de-,~1
__signed Py Congress to assist.parents or other Earetaker re]ativeé re:
:cefQing Aid to Families with Dependent Chiidren (AFDC) to bgcéme employ-
able ana,obtain jobs.] The afofémentioﬁed view of training as a §o]p7 )
",“tion to the unemployment of the 1960s was incorporated intd the WIN |

- program, which attempted to increase indivfdua] job readiness through

training, counseling and other ‘employment and’supportive services.

. 1
o

However, during the next few years the emphasis on training begéh to
. erode as thousands of people who were being‘trained under manpowe{ pro- .

grams were notwfinding employment. During the 1960s there had also s

N .

been ;some opinion that although qoverhment could provide ‘a bluepri
for the future and offer seed money for tfaining, private em oyéfs .
themseTves should be the prime éontracpors in meeting the manpéwer g

" needs.of a rapidly changing technology through such measures as gpon-
soring their own training programs. As the shortcdmings of'government
training programs becamg more apparent, tﬁis opinion gained a consid-
erable following which affected the WIN program. Support began tg

)

. ]In 1961, legislation had been passed which-allowed that children

could be included in the Aid to Dependent Children program when their
need was due to the unemployment of parents. Thas, the program's re-
sponsibilities became ever more dependent upon the general health of
the economy. . :

L 11
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deve]op Jfor emphas1z1ng 1nmed1ate Emp1oyment of e11g1b1e AFDC reci-

' pients rather than tra1n1ng whenever poss1b1e, with -the hope that the . Lo

. f - rec1p1ents cou]d then acquire the necessary sk11ls and'training on

"« the qu In 1971, amendments ‘to Title IV of the Soc1a1‘Secur1ty Act -7

significant1y changed the emphasis of the WIN program from training
4‘ .t

L to dﬁr%ct.obtainment of emp1oyment Reg1strat1on of a]] emp]oyab]e
AFDC adult 1nd1y1duals for ava11ab1e work or tra1n1nd/for work was o
mandated as a condmt]on for e1ng1b111ty of AFDC bepefits. The amend-
ments also required that at least one-é}i&d of NIN\manpower funds be
.speni\for onithé-job training (@JT) and public.service employment to

" reverse the pattern of overwhelming :reliance on institutional training,]
I\“ ) . ) \. : Lo T S é . - .
) ' . ¢ ’

Employment Tax Credit Legislation ° » .

The WIN Tax.Credit

In 1968, the National Advisory'Commission on Ciyil Disorders recommend- .

" ed the following méans of improving the situation'offthe hard-core un-
employed: . . . )

»

We are convinced that 13¢ge numbers and many different
types of business and industrial companies will parti- .
. cipate in hiring and trainirig the’hard-core unemp]oyed

' only if an incentive technique is devhsed which is as

simple and automat1c as possible. .
And, , e " , R
" We believe that the single most powerful inducement‘for
broad involvement of private enterprise in job training ..
/
j‘- i ’
]U S. Department of Labor, u.s. Departmen{ of Health, Education ot

, and Welfare, 'WIN Handbook (Handbook Nos 318), 2nd ed. (Wash1ngton D.C.:
. Work Incent1ve Program, Nat1ona1 Coordinat1on Committee, 1976), p.. I-2.
. o7 : / ‘,

|

s '

B Al * : v
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and Job development 11es in the use of a-tax 1ncent1ve,
: Neither a guarantee technique nor a contracting mecha-

nism offers the same appeat to busimessmen in ?nterg

prises of all sizes as does_the tax incentive.' ., .-

<
’ - . .
i > . . v s - ¢

. Senator Herman Talmadge voiced the same “concern$ in 1971' e .
- 53 \\. . '-'\ ° l‘

He know hat'nany wel fare recipients will be very poor .
*+..  emplo t risks,-réquiring special tra1n1ng before -~ :
, ~ _they can achieve full prpductivity.. It is unre i .
to expect that the business conmqnjty.wilf u ~
this kind of new responsibility without soms ; e
.‘extra financial help in the initial stages.

P N L
hd .
M
° e « e ’/ L
'

F . - -
The form of financial help chosen was an employment tax credit,” pat-

&

s

. terned after the Revenue Act of 1962 which_offered businesses a tax .

s,
LI

credit on their investments®in machinery and equipment, The employ-
» 2 !

L

. ment tax credit, however, was for businesses;that hired'welfare reci-

. I
s A
—— N
- -
. -

“pients who were participating in the WIN @rogram. For th1s reason it ,

» N ) * ’ % e
- was referred to.as the WIN tax’credit.

1

The &Iyax credit passed by Congress under the, Revenue Acf of 1971 .
‘(Senate Report 92-437 to accompany H.R. 10947, \\?nd Congress pp.
129 13071 prov1ded a tax credit’of 20 percent of the wages of‘HIN

- participants for the first 12 months of work Tﬁe 12 months did not,
have to be consecutive; a]though they had to be within 24. months after

such employment began._ Th]S credit was in addition to tax credits

*

on wages paid under a HIN/OJT contract. In a given year employers

O ]Report of the National Adv1sory Commission dn Civil UisorderséJNew
York: New York Times Company, Bantam Books, 1968), p. 564. T g

Senator Talmadge speaking for improving the
1019, 92nd Congress, ist sess., March 1, 1971,
17:4, p. 4379. . : >

2y.$.- Congress, Senat;
Work Incentive Program,
Congressional Record,




_tually any type of employment of AEDC recipients, 1nc1ud1ng temporahy

. There was a ceiling -of $25,000, plus 50 petceﬁt of the tax liability

" sions. Under this Act, an eligible we]fare employee was defined as

cess of 30 days on a substantially full-time basis (75 percent or more

. .
could c]a1m WIN tax cred1ts up to 325 000 plus 50 p8rcent of the tax
}1ab111ty over 525 000 on each return In October 1976, the ce111ng
was raised to $50 000/61us 50 percent of the tax: ]1ab111ty over

‘s

$50, 000

The Welfare Tax Credit

. .
- . A
* -

In 1975, the Tax Reduction Act ‘was passed creating the we]fére téx .
credit. This cred1t allowed emp]oyers to claim a tax cred1t on v1r- C,

and seasona] workers as well a$ domestic workers in private homes.

over 325,000 per tax year (except for dgmestic workers where the
ceiling was set at $1,000). This ceiiing was subsequently increased

to $50,000. The Act also contained carry-iver and carry-back provi-

any AFDC recipiént who had been certified.by the appropriate state or
1oca1 agency as having received public assistance for 90’days prior to
the date of employment. Unlike the WIN tdx credit, the employer could

claim a welfare tax credit for any e]igiﬁ]e employee who worked in ex-

of the customary workqweek).

|

There was no retention requ1rement be— ]

|

yond the’ 30 days. 1

}nitia]]y, the credit could pn]y be applied to wages paid afte; March 29,
1975, and before July 1, 1976.- However, revisions enacted'as'of

October 4, 1976,,extended the expiration date to January 1, 1981.

!
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. . "Chapter 11 L "
DESCRIPTION OF EMPLOYMENT TAX CREDIT STUDIES ~

1

In 1975 Midwest Resérach Institute in Minneapo]is, Minnesota, sub-
contracted w1th the Un1vers1ty of Mlnnesota to comp]ete a follow-up
survey 6/’§he employers of WIN program participants. The follow -up

survey was limited to two states, I1linois and Texas, and qddressed

the questions: .- } ~

hY
1) What factors affect WIN tax credit usage, and more
specifically, what factors inhibit such usage?

.2) What are the implications of the findings for WIN
program operation?

The survey was mailed to employers and telephone interviews were con-
ducted with thdse who aid'not respond to the mailed questionnaires,

The surygy yielded 569 usable responses.

A second study was conducted by the Insti;ute for Manpower Program
. ) . / ]
Analysis, Condultation end Training, Inc. (IMPACT) in-Minneapolis,

Minnesota. This study extended the research of’the I]]%nois-Texas

+

 study into the national arena and studied the impact of the newly

1egis1ated‘we1fare tax credit as well,

dressed:, y )

-C v

1) What differences were there in the use of the WIN
* and welfare tax credits?

2) To what degree were employment tax credits a factor
! in employer decisions to hire WIN and welfare parti-

cipants? x .
/N

~‘ | 15

Six“major questions were ad- | .
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- 3) ~Hhat provisigns or features of each tax credit etther |
contributed to or 1nhib1ted its use and effectiveness? »

4) ﬁas the program cost beneficial?

L Y

5) at are the 1mp11cations of the study findings for
isiation, policy, program design and qperation? ~

Ld

v

g 6) How can the program be changed to increase its use
\; . _and make it more cost beneficial?

L3

Information on empioyers in 22 states was co]]ected concerning their

- - T,

knowledge, attitudes and usage of the HIN/we]fare tax credits This
information was obtained through 2 te]ephone survey of employers who
hired 709 AFDC recipjbnts (SS?OHIN tax credits, 152 welfare tax credits).
An‘additional 403 empToyef; He;ezsurveyed who had not received ceitifi:

cation for either tax credit, In addition to this survey, a series of , . .

-

1iseiqinars was held with employers to develop an understanding of +the or- ~ -
v ganizationa] impediments to the usé'of the tax credits, information

campaigns were conducted-in four c}ties to a\sess’the impact of increas-
f- N
ed employer awareness on the utilization of the tax credits; a tele-

phone survey of 32 WIN offices was conducted to detennine‘the importance

-

/\\these offices in promoting the{tax credits; and corre]ation analysis

relating community economic variables to the tax credit oti]iqation was
4 ”

g_conducted._ //’Cii;* v ‘ ) o

A more eitensi?e,discussion of each study's methodolegy may be found in

. their final_reports.] . L ‘ .
. » a e - 0
Sheryl Grams and D.L. Thompson, Follow-up Study of Tax Credit Users .

in I11inois and Texas, Minneapolis: Midwest Research Institute, Nortﬁ’Star .
. Division, ~June 1975, Contract No PL 42-27-73-07. . - -

David Thompson, Jan Parkinson and Dorothy Bonna]]ie, An Assessment of
WIN and Welfare Tax €redits, Institute for Maqthwer Program Analysis, Con-
sultation and Training, Inc., Minneapolis;, Ma 1977, Contract No. DOL:
51-27-75-03, . . 4 , -

3
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. . .. chapter III

L]

* . - . EMPLOYMENT TAX CREDIT FINDINGS

.The résearch generated a volumindus amount of information on various

. : facets of the HIN program, character1st1cs of AFDC’ rec1pients hiréed-

Ak

by businesses, and factors xnf]uenczng emp!oyment tax cred1t ut111za-

tion. by employers. The 1ntent of this monograph is to genera11ze

28 LA

these findings rather than prov1de 1ntr1cate documentat1on. “To ac-

& complish this, the f1rst fourfquest1ons posed by.the nat1ona1 study 5 - |

“will be.agdressed tn th1s chapter, and the answers to the rema1nfnq

two questions will be incorporated :nto the summary-in Chapter Iv.
. . . . :‘t-‘-:
C L g » ' . e
L Question 1: What Differences Were There in the ~ . .
oo Use of the WIR and Welfare Tax Credits? .- .o

<3
s7

-

Neither emp]oyment tax cred1t is extens1ve4y used. Of thé'two, the :,

PRI Y

T RWIN tax credwt is used much more frequently The numbers of HIH tax

v
~
R .

‘ - -~ credit certifications fgn/t§9a19]3 through 1976 fiscal years are shown

S t :
in Jable 1. . .
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‘s

"dyring the first phase.

1n-

\ ’_ Table 1 } 51-. '

\—Hiﬂ JOB ENTRIES AND TAX CREDIT*CERTIFICATIONS

FY ]973 THROUGH FY ]976
R . TaxCredit  Certifications '
Fiscal Individual Certifications as Percentage
. Year Job Entries Per “Year of Job Entries z‘
‘1973 136,783 24,853 T W R

Lo~ 1974 177,27 - 39,788 22.4% .

1975 ]70,541 26,042 ' 156.31

1976. 186, 062& 28,215 . 15.2%

..+ SOURGES: WIN Reporting System, MA5-98 Reports 08 and
11, June 30 of each fiscal year for 1973, 1974, and '
1975 ESARS Table 30, June 30, ]976

The'lnstitute was unable to determine haw many of the certifications
. , . . . *

L

_were actually used to claim tax credits. This was because the Internal

Revenue Service corporate income’ tax returns statistics were only

available for the yeers pnior to 1973. a 1
'Lof-

The welfare tax credit was hardly used at a]] during the period of time

which pertained to the study (15 ngths) rt Was estimated that during

th1S period not mo?e than 1,500 we]ﬁere tax credit certifications were

" issued. The provision for a tax credit to employers of domestic wgrkers

was iarge]y ignored. Fewer than 200 such certifications vere issued

4 .
-

Question 2: To What Extent\Heneithe Tax Credits a Factor
tn Employer Decisions to Hire WIN and, Helfare Participants?

14 [

As shonn in Table 2, oniy 11.7 percent of the emp]oyers tn the Institute's

: national sample who received tax credit certifications stated that the




A

HIN tax credit was at least a s1gn1f1cant factor in their hiring
dec1sxons Approx1mate]y 32 percent responded ‘that it had been a
contrxbut1ng factor, but not a major consideration; and appFox1mately
57 percent §313 that is was either a remote consideration or‘po con-
.sideretion in hiring decisions. These findings .are congisfent with

the Il]inois-Texas‘follow-up-studyz :

-, : Lo Table 2
, X o~ . ‘.
EFFECT OF WIN TAX CREDIT ON HIRING DECISIONS'

WIN Tax Credit Certified Employers * .
Importance, of Total Sample Hot in .
Tax Credit’ . Sample Follow-up Follow-up
Requisite Condition ' A.5% .72~ 1.3%

-, cos . . - - - . "
Slgn1f1can§¥fector | ?.6 | 9.7 . * 9.6 ‘ _//
Contributing Element * 31.5 . 3,1 31.9 -

' - 'fii". ”

Remote Consideration  10.5 na. 9.7 7 )
Not Considered 46.9 46.4 . 47.5
TOFAL , 100% 100% 100%

(527) (289). (238)

>'NOTE Responses of the follow-up sample compared with the
resporses oﬁ-emp]oyers not in the follow-up. X" 0.49;
df = 8; p-.10. .
, /

As Table 3.shows, approximately 34 pefcent of the employers were un-

. M . v
aware of the WIN tax credit's existence. K
rd
- ’ >
N 19 ‘ :
/
L4 A\ ¢ L - __f" .
) - - /
[+4 . .




Table 3

EN ‘AND WELFARE TA% CREDITS AMONG
EMPLOYERS IN THE INSTITUTE'S HATIONAL SAMPLE

-

¥

l ThedAmount.of Credit Allowed

.

Provis§ons of the Tax Credits
- N ¢

7.

who felt it should not be “increased (Table 4),

o WIN . '
¢ . Tax.Credit.  Employers Not
' Knawledgg of - Certified Certified for . .
Tax Credit Employer Tak Credit * Total’
. TUIN Tax Credit b . ' ‘ﬁL,.
Aware 7% - " 51y 66%
3 Not Aware 23 49 L.
TOTAL 1002 1003 / 1003
3 (545) (393) (938)
Welfare Tax Credit - A
Aware 14 174 o5
Not Aware 86 83 -85
TOTAL 100% 100% . -100%
. (545) (393) (938)
I's / . ‘. .
: . : . A
X " Question 3: What Factors Contriblited to or Imhibited the——

: _Use and Effectiveness of the, Employment Taxryredits?

The percentage of emp]oyers (both ‘tax credit certified’ and not tax
@ credft certified' employers) in the national surv‘@ who fe]t the tax

credit should be increased was approximate]y the same as the percentage
Althodgh it is possible

that increasing the amount of the credit might enceurage employers to

£
¥

o0 v ,
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. «.,u.p}‘.

- 'enm1qyee was not retained for 12 months. ’é

- PROPORTION OF HAGES ALL WED TO BE CLAIMED :

4

. e v Tex Credit - Employers not
Should the Tax Credit rtified Certified for .
be a Greater Proportion? ployer Tax Credit
: T~ S
WYes : ” 15%. L) A
No A 15 ‘28 X
Do t Know/No Answer 0 47
. w . . - . p ' .
TOTAL - -t 1008 100%
(557) (395)
—

The Retentjon Requirement

N '. ' ot

. Although retention rates for WIN emp]oyees are low, employers did not

_ consider the retent1on requirements in the- Act to'be a negative factor

It is possible that many employers remained e]1glb1e for the tax dredit
even though‘tﬁe HWIK h1re/was emp]eyed only & 5hort_£1me. Employers in .
the national study indicated that approximately 70 percent of: the time
the empToyee qu1t or was f1red In most of these cases, ,the employer

st1]1 rema1ned eligiple for the tax cred1t desp1te the fact that the
J A s\
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- The welfare tax credit rgguced the retention period to oply 30 days,

but this’ had little, ¥ any, positive ‘effect on hiring.‘

. _.The'Recépture'Provision

L

-

It was indicated in group seminars witﬁ employers that a]thouéh the

portipn of the claimed WIN tax credits.which are recaptured is negli-

gibié, the re&&bture clause ;2 still perceived as an obstaé]e by em-

‘ployers. In many cases emplgyers doindt aE&empt to locate employees

-whq would qualify them for the tax credit becaqse they feel that the
) f.urnt')ver in the jpb categories for wv'ch they are hir%hé is too r:pid .
to make a tax credit realis¢fc. In gther cases; employers may hire a
qualified app]iéant but. nat épply for the tax credit because they do'
not want to be. burdened with keéping the necessary records. At other

"times the employee has terminated emﬁloyment bef&re the t;x filing
date. Thﬁs, the seminar§ concluded that the récapture'clause doésféis~

——

courage use‘gf.the tax credit and reduces its incentive value.

. 2 )

The ver;,teﬁn ‘recapture’ is misleadtng. It implies that thé IRS will
/ ’

make &/ careful effort to recover q'hims which turn out to be unsupport-

qbié in the 1i§ht of subsequent events. In facf, the. IRS rarely audits

for this tax credit.' The recapturé is really a recalculation by the -

employer. The term 'recapture’ abpeérs te have been taken from the

‘context of the investment tax gredit;; In investment tax credit féd%s-
5_1ation, it is ngcessary to'have a rtﬁ;bture c]quse becau;e firms often‘

repia&é equipment sooner tﬁan they had anticipated. When this is doné,

there is a téx credit on the new equipment and a termination of the

. .o
‘
et
. . > (% . . b}
7
4o v
.
*

. 0y
- * \
-




life of the equ1pment

16

. .
. .
s
- - ﬁ '
. .
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° ) v . ’ )

*

. . .
credit on.the old equipment. The recapture is, in fact, a recalcula-

tion of the new claim based on adjustments for prior claims. Hhen

- v'\ ~
such a recalculatioh 15 made the amounts cla1med in thé past are not

canceled out entirely, but mere]y reduced on the bas1s of the actual

-

With emg}o&mgnt tax credits, on the other hand, the terminating em-
ployee may not be replaced by another employee who QUalifies for tne
tax credit, and, further, the priofr claims are:not‘adjusted in the .
1ight of subsequent events but’instead}are.conpletely,canceied, There-
fore the consequences_fgr the ?irg when emnloyment tax credits are re-
captured may be more severe than when *the inveét@ent tax credit is re-
captured. ' jf”'. |

. . )
Community Economic Activity Levels

There are scores of hypotheses concerning what effect, if any, the
genera] level of economic actiyity has on>the leve] of tax credit
ut111zat1on in a part1cu1ar compunity. In the nat1ona1 study, ftfty
Standard Metropo11tan Stat1st1ca1 Areas (SMSAs) were se]ected accord-

i

ing to whether they were h1gh r low tax credit utilization areas (25

in each category), and a number of hypotheses were tested. High or. v
1ow tax credtf ut111zat1on was defiped as the number of WIN tax credit
cerf1f1cat1ons divided-by the total number of WIN Job entrants during

the fiscal year. (The average ut111zat1on>ras 3.7 percent and 37.5

. percent for low and high utilization projects, respectlvely.) Various ’

community variables (employment rates, types of industry in each area,

N
o
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-

<etc,) were-then correlated with the SMSAs utilization rates to de-

termine wh1ch variables, if any, were strong]y associated.

.)'
. Four c0ﬂnun1ty variab1es were found to be sign1f1cant1y related to the

*,ﬂuti1ization of tax_credits popu]at1on density, level of AFDC benef1ts,
~

‘f‘quité. and layoffs (Table 5).

. ’
.
/ - . .
. PEd -~
- a. . I3 N
. ) . N " ‘
P

. - Table 5
: COMMUNITY VARIABLES ASSOCIATED WITH
. . TAX CREDIT UTILIZATION RATES
. / -
Qonnmnity Variable . Pearson'e r \Sign1f1cance
Population Density -.18 _op<. 10
Level of AFDC Benefits. -.40 . p<.01,
‘ ':Quits . . .30 " p<.07
- Layoffs -.27. © p<.09
N
- —— ' :

. v . 3 .
Surprisingly, there was no corre]atign between the rate of ‘employment

- and the utilization of tax credits. (It was hypothesized that areas of ~

- high unemployment would offer fewer JObS and subsequently fewer certifi-

~catioris would be 1ssued ) It is probab]y the case, however, that. the

overall employment rate was - tog gross a-measure to be pertinent to the

H

L WIN population.- >

Looking instead at the st;tistics on quits per 100 employed and ﬂaygffs

per 100 empfoyed, a_much differeht picture emerged. Areas typified by
" relatively high quit rates (possibly implying more economic oppbrtunity)

™o
A N
!
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, " disp1a§ed significént]y higherltax‘credif uti]iza;ion”rates. fhere
was a symmetry w1th layoffs in this regard Aréag'wjth hagh.rate§ of*
Tayoffs had 1ower ut111zat1ons of tax., cred1ts ‘Interest?ng1y ﬁbis .
may also exp1a1n the negat1ve association of tax cred1t ut111zation

B ~w1th populat1on density. The Pearson correlat1oa coeff1c1ent of lay-,

l:-_ . ‘ offs w1th -population dens1ty was .44 (p< 01); that 1s, h1gher popu1a-‘ : o

=

t1on dengity areas in these SMSAs were genena11y areas with higher o ' p
\ rates of layoffs, and areas'w1th h1gher raées of 1ayoffs were associa=
".ted with lower ut111zat1on of tax credits. Thus, us1ng the -layoff-
Paie,as a general, proxy measure of the health of a commun1ty S eco-
. nom1p sector'wh1ch is pertinent to WIN clients, it was found Fhat
- tax, credit utilization tends. to bevhigher in coqmunities with healthi.
. N ier economic aEtivityT{eve1s. ’ .

-

d

Anotaec interesting and significant aesqciatiop was found between the
. level of AFDC benefits per family and tax credif utilization: areas <

with Iower AFDCYbenefitS-tended ta have~high94(fax credit utilization. h
It may be that relat1ve1y low benefits force AFDC rec1p1ents to accept .

almost any Job the WIN off1ce finds rather than try to survive on wet« <

“fare. (As will be explained later, a significantly higher level of.
. %,
certifications is associated with WIN office. job placements.)

-

St In summary, of all the possible community and industrial variables 7/

~which were hypothesiied-to be related to tax credit utilization, th

with tax ¢redit utilization. Given these resﬁ]ts, it seems-safe tg
< + ! SN .
suggest that when an area has little economic vitality; it is-mor

| . v
- N I *
. /
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ble evidence that employment tax cred

their clients more ag ively.

%‘a; . & e

usiness when WIN personnel actively promofe them

A,

/ . [

Tt . ! .
used two methgg; to analyze éhe impa¢t ofl WIN per-

sonnel on employmer

. ‘ jew with 32 Hfﬁ 0
p - :
fariation affecte

'

'?anagers were askéd

gredit, its imbofta

- ” i ’ ! v " . -
t tax credit utilizatien. First, a Fe]e one inter-
ifices was undertaken to det?rmiﬁe wﬁether.proéedﬂra?
the number of tax certificatfons issued. WIN office
: CoRen s

about their attitude towqrdithé WIN eﬁb]oxmeﬁt tax

nce as a job development tooi, their pe}ceptions of

!

1

"
i

r

i

/

1
I

Ioa

; employer intevéit n the credit, the means by wﬁich'emp]oyer&qure

. ,A, /. ‘ /’ / L
2 aggressiyé sellerﬁ, one would find no rggpques;to/fhe questions posed
T R A . N, e ’ .
. in the Zurvey w??ch would contradict sugﬁ 3 hyppfhesis. ﬁigh certifica~
" tions per eék#éﬁf'projects mentioned tﬁg\?ﬁx cﬁédii morérrften, promsted

informed of the credit, and the procedures used: in reporting tax credit

!
) -
b)Y
‘ y,
bows - . 5?“- >
WA ' ! / e y
¢ |

T A
T 5 i i f - M ‘
. .The number/ oﬁZHIN offices in the telephone surv%y (32) was much too
/ . , -

_tertifications!

i j

small ;0,érqv1de‘statistica11y significant inferences aE&a} the hupdreds
,affHIN 9?f}éés throughout the country. Yet, iffﬁne were to hypothesize
| t ’ ’ // ! i * N /f

that o?@ides with high percgntages of certifiﬁa#ions werg simEE? more

thé tx; cre%it/througﬂ_job deve]oﬁefs morenoftén, more often perceived
R : ! . . ‘. e

.
+ ! .

; A - » - /

. . ,




,. — the qualifications of their client to be their most serious difficulty,
) and more often tended to obtain a confidentiality release than did
offices W1th lower percentages of certifications “Taken togethe? these
findings,are compatigie with, but not necessarily indicative of, a pro-
’ file of HIN offices which more activeiy assert themse]ves in marketing
g their clients:‘ This assertion is supported.hy"findings on employment
tax credit information dissemination before an emp]oyment tax credit
Qﬁﬁgﬁbe an incentive to busnnesses to hire AEDC partiCip%Ets, the busi- °
nesses mpst be aware of it. The national study found that 89 percent of
’the-onsinesses who used the tax oredit became aware of it through the ‘
efforts of either the State Embioyment Service or'the WIN offica. The’
employer seminars also documented that tax credit certifioations were
often directiy attributed to the active p]gkement efforts of WIN office

personne]

The second approach to analyzing the role of the WIN office was to
' : ti]ize some of the SMSA dataffoiiezékd for the community variables
study and compare the percentage of WIN registrants p]aced by the WIN

officq with the percentage of tax credit‘certifications issued. This =

aoﬁroach aTso)provided evidence for the assertion that the extent of .tax

credit utilization is dependent upon the individual placement efforts of

WIN office employees. In the sample of high and low certification SMSAs

there was a strong positive correlation between the percentage of job

o entrants who received employment through WIN p::::m:;tdffforts and
the percentage of tax credit ‘certifications issue r all WIN job

s
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T
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%

' ' 1
entrapls‘(Pearson's r = .59, p<.001).

One obvious conclusion¥which can be drawn from this ‘statistic is that
)

WIN clients who obtained their own jobs probably did not often indi-

cate their WIN and/or AFDC status (which was verified it business firm
Lo .

surveys and seminars) nor did they use the tax credit advantage in pro-
moting themselves. Hence, the tax credit was most effective in pro-
viding an %ﬁceq;jve to businesses when it was combined with WIN office

placement efforts.. ~ . . . - -

» .
.

Employer Knowledge of Job Applicants' Welfare Status and the Use. of
Tax Credits : .

Near]} 80 percent of the employers in the sample who had obtained tax,

credit certifications had been aware of the tax credit before hiring’

an AFDC recipient. However, not 511 employers knew of the welfare
status of prospective employees before the hire. In fact, only 57 per-
cent of the employers who had ob;giﬁed certifications knew about both

the availabiM™ty of the WIN tax credit and the welfare status of the -

_applicant at the time of hire. Therefore, in 43 percent of the certi-

fications issued, the tax credit could not have been a factor in the
hiring decision. Employers who may be interested in employment tax -
credits are reluctant to ask Epe welfare status of job applicants be-

cause of potential discrimination lawsuits. The incentive value of the

L4

]Readgrs should ndt view placement/certificétﬁon statistics. as un-
ambiguous measures of individual WIN office®effectiveness because £rny
factors may be at work in a community making it more difficult for some
WIN offices to placerclients than others. In particular, it was found
that. the percentage of placements by the WIN office was negatively as-
sociated with the layoff rate in the community (r = -.35, p<.04); i.e.,
the higher the layoff rate, the lower the percentage of WIN placements.

& . s
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WiN/welfare tax credits can certainly be improved by taking:measures
to increase emﬁioyer awareness of the tax credit eligibility status

of the job, applicants. ' . / K
- {
N

.

4.

Iﬂ%ormation Campaigns ‘ -

When the national study was initiated, there was some concern that the
number of'employers who were aware of and usjng the credits might be
inadequate for the study's purposes Qgspecia]ly in the case of the wel- '

fare tax credit}. Accordingly, a technical assistance éonponént for

i

, an informquaﬁ‘campaign in selected cities was included in the study.

““Inclusion of this eomponent had the added benefit of allowing compari- .
P . H
. . 5B
son of areas which had been subjected to an intensiye tax credit infor-

mation effort with the .rest of the country. .Using the criteria of ///////

.

optimal use of funds, labor markét'stability; availabidity of adminis-

trative machinery, and geographical disfribution, four cities were select-

> []

ed: Atlanta, Georgia; Toledo, Ohio; Houston, Texas; and Hinneapolis,

'

Minneosta. , !

-

A tafget‘of inform%ng 90 percent of the bus¥nesses of the existence,
«

applicable’ conditions, and obtainment procedures for the two tax credits
was ¢hosen. A number of methods were “used in trying to accomplish this
goal including direct mail, personal contacts and sgeechés,'public ser-
vice announcements on radio and television and articles in newspapers.
The actual campaign was conducted By the Naﬁionai Alliance of Bus%ness-

men (NAB), with the active cooperation of the local WIN and Employmgnt s

Service offices. Ten newspaper articles appeared in the demdnstration

\ . R .
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“area, 925 teievxsdon and 6,149 radio Spots vorth $273,000 were con-

- tr1buted, 67 101 1etters were mailed; 10,497 te]ephone calls were

" made to empﬂoyers; %%d '34 speeches were delivered. .

P

g

-

>

LY

Perhaps the best measure of the campaign's success is the level of

i'f'awareggss of the Helfare tax credit; As shown in Table 3, two-thirds

of . the?natwon s emponers were aiready aware of the HIH tax credit.

Howéyers only about 15 percent of the emp]oyers were aware of the wel-

fhre tax cfedit. After the 1nfornat1on campaigity about 31 percent of

all enmﬂoyers in the demonstrat1on crt1es were aware of the welfare

tax cred§t and its separateness f?om/the HIN tax credit. The number

of HIR/we1fare job entr1es 1ncfeased by 94 8 percent in the demonstra-
H

tion cities compared with 54 percent nationally during the same timé

period.: Also, the number of HIN/we]fare tax credit certifications in-
&

;creasedtloo percent in the demonstrat1on prOJects compared wifh 45 per-

cent nat1onat1y
i . B T ) -

¢
S

Host ?f the inquiries generated by radio and television came from welfare

b

;eewpients looking for work. Direct mailing was the most successful

,nkans of elititing 1nqu1r1es from employers. Speeches to employer groups

and unso11c1ted phone ca]]s to emp]oyers albeit sometimes successful,

generally d\d not nerxt the time 4nd effort devoted to them. 4?

{ N
»
L 4 ’

The caupalgn once again underscored the finding that businessés have not

been self—starters 1n seeking out qualifying employment tax,credit

emp]oyees, bpt that when the tax credits are used 1n conjunction with

]
a well-coordinated effort to place AFDC recipients, they can be a valu-

able resource.
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- Organizational ImpediﬁéﬁtS; . : /o
) ‘ 5

A\§éries of seminars was conducted in the national study with several

personnel from various departments within several large firms to:

- 7

. 1) Determine how the decision was made within the firms
. to use on not use the employment tax credits;
- . $

2) Examine,;he procedures use&‘by firms to implement the
employment tax credits when an affirmative decision
was made; B

-
-

¢ 3) Identify those aspects of the empToyment tax credit
. . Tegislation which complicated procedures or made
them more expensive; and | N

. . . - la
4) Obtain,recommenddtions for changes which would make
the tax credits eaSier to use. .

g

A complete'volume of the seminar quesi&oné'and responses_ﬁés produced
N Vd

as a separate publication by IHPACT.] The results of these interyviews

-~
-

are summarized below: c ‘

-

The employment tax credits were made available .to employers
" as an incentive to hire persons who are on AFDC. The in-
centive was thought to be necessary because it was recog-
nized that there is widespread bias toward persons who.are
. on welfare or 'on relief'. The interviews produced ample_
evidence of this‘'bias, ard the preponderant attitude was
that people on welfare are poorly motivated, unreliable, .
. and unproductive. This attftude is.the basis for the gen-
~erally held opinion that hiring people on welfare is more
risky than hiring people who are not.” Ordinary business
prudence operates on the side,of minimizing risks to, the
exteng;that this is possible. o

-
r

]Frederick Manzara, Organizatfonal Impediments Within the Firm to
_the Uses of the Employment Tax Credits (Minneapolis: Institute for Ham-.
power. Program Analysis, Consultation and Training, Inc. [IMPACT],)Fébruary
1977). . -

-

.
A

2 . .
Ibid., p. 59. )
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Often in discussions of employment tax'credit utilization, a simp1e
.onelman.entrepreneur profit maxi?izing mode] is imp]icit]y'or expli-
citly assymed.s The assertion is that tax creditsqpake the labor inputs
“chéaper; hence, firms will rationally strive to ?1T1 all avai1ab1e open-
- ings with A?DC clients. The interviews indicated, however, that firms
" are largeg complex organizations Kfth complicated internal bureaucracies
and that use of the em§1oymeni tax credits require changes in virtually '

every phase of the hiring,prodess, from the placement of the job order

»

to the maintgnance of records fnnnrder to prepare IRS Form 4874~FY and - .’

-c1a1m the tax cred1t Where a prpcedural change or innovation 1s Te-
quired, a decision is necessary, and the greater thﬁ perceived r1sk in

paking the change, the more pronounced is the tendency to involve

‘/ - ’
more people in the, decision. When the job description of any fumction- _

(4

arymin the firm .does not contain the full authoritystoc make the deci-

>

"sion, the usual procedure is to pass the decision on or to shelvé it.

4 .

- Also, there was often some question about yho'in the férm must be in-

* -yolved to make the program function. Personnel was usually involved,
¥

L4

but bersonne1 does not usually Eeep the tax data o}.fi1e the ¢ax,retunns.
Accounting may have been involved if payroll was a responsibi]ify of
aceeuntfng{ but accounting did not know how to obgg;; WIN/welfare people,

- or now to ident{%y them in the firm. The tax dephrtment was in;o1ved,
buthit did not keep payroll records in a form which permitted extraction”
of the WIN/welfare employees, nor did it know what was involvedrin seek-
ing to hire HIN/we]fare people. Supérvisory personnel were involved be- ~.

cause they were O0ften the ones who made the final hiring dec1s1on, as

. wel] as the ones who worked with the wew employees. Usually
v .

. . s
= . . M
. v
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personqel were more concerned with getting the job dane than with ob-‘,
.'ta1n1ng the tax'!?ed1t, but where they were concérned with the tax

credit, they did not know what kind of documsptat1on was required or

A Y

who was to receive it e

’
)

.Hence, imp'lementation of the employment tax credit program requires
the -.efforts of more than one person in the firm, especially in the - .
.%arger firms. Even in the smaller firms, 'personael do not usually

act' without clearance from the president. There are instances where

one persen w111 1mp1ement the program; but on the basis of the inter-

. -
view data, when this does occur very little hiring is done anyway. Thus,

as alresult of a general tendené} to mi‘imize risks, the routine decision .

processes in the firm appear to be relied upon and 'it-is rare when one
invididual has the information, the authority and the incentive to im-

plement the program. .

Question 4: Is the Employment Tax Credit Program Cost Beneficial?

A'post-behefit fortula eas dgrived on the basis of empfoyers who iéew
_about the tax credit program and‘the AFDC status of theeindividual-job )
app]zcants prior to hirwng them (Thompson, Parkinson, Bonna]]ie, pp 78-83).
This formula assessed the value of the WIN tax credit program as a job 3
development td%l by .comparing the program costs (lost corporate tax re-
venues) with She. savings generated (welfare “grant reductions, increased
social security and persona] income tdx co]lectianss It was estimated
from this anaJysis that it cost approximatély $.53.in }ost tax revenue

- to stimulate a WIN hire nesulting in $1.00 of potential welfare savingst :

therefore, the HIN tax credit s a cost- effective .approach for promoting




) : g 27 v Ry -~
4 . ) ) ) '
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- MIN hires amﬁﬁgfempltyer; who dre aware of éheir e]igjéiljty.%or an | e :
' employment tax credit., © ) ,> o L SN

” -
- ' ¢

It s important to understanh that to the éxtent’that empiqyers .do not

know of thewAEDc status ef the job applicant and the ava;ﬁabi]ity‘of- - S:} '
employment tax credits at the time of hire, the cost benefic1a11ty of e .
’ 'the progras is reduced Unless they are v1ewed as necessary steps to .

encouraging businesses to use the tax credits, efforts to get tax -
el

credit certificatiohs to emplayérs who do not request them, i.e., routiné
, mailing of cer;ifications‘éﬁter hiring, encouragement of employers}to
>+ go through théir records and claim credits, etc.; reduce the cost-effec-

tiveness of the program and simply provide a yinpfall to businesses.

Sk




. Chapter IV ° | ye
SUMMARY AND CONCLUSIONS
/

r
The intent of this monogfaph is to summarize'the key findings of're- :

cerit research concerning the utilization of’ employment tax credits.

Fqgﬁ&he sake-of brev1ty, 2 considerable amount of 1nc1denta1 and sup-~
‘porting documentation has not been included; readers desiring more éx-

tensive detail arexadviéed-to refer to the final reports of the inveéti- .

gations. The purpose of this chapter is to provide some perspective j,

and make some 1nferences concerning the basic issues pertaining to thé use -

-

of the two employment tax credits, ) )

~

- Review of Findings - .

¥

The research dwscovered that an average of approximate]y 30,000 HIK tax
credwt certifications were issued for each of the four fiscal years from
* 1973 to 197s. ’(This was'about 18 percent of the WIN.jeb enFries during
this per;od.) It‘alsb found that the &egree of,tax credit utilizatioe
,‘waé 9ften poeitiee]y correlated to the overall econpmic health of local
comunities; that ggsinesses became informed of the employment td; credit
. primarily through the efforts of the local WIN and Employment Service '
offices, and that the emphasis which WIN jgp developers placed on the

WIN tax credit -influenced how often it was utilized.” .-

*,

- ’ » -
The research also found.that the welfare tax,credit was hardly used at

~— - '\U‘
all. Businesses remained passive to this legislation as they, had earlier .

to the WIN tax credit, although the length-of-retentioﬁ requirement was

r' '. 35
) ' - 28 .




_ flects the fagt. that most AFDC recipients who are classified as employ-

- .
-
s . .

L /
much Jower (30 days). The Tow uti]izaﬁion of this credit probably r

L<4

able are already in the HIN program In addition, the WIN tax credit

: has a strong advocate and promoter through the WIN prodram which the '

uelfare tax Credit Tacks He]fare c11ents 'who secure employment on

- their own ‘are not 11ké]y to mention their we]fare status nor are they

%

Tikely to mention the advantage of obtaining a tax credit to”potential

‘*employérsl. : o -

The study also found that there are complex organizational impediments

within-the business'firps which militate against easy and automatic

uti?1zation of t?e employment t?x c?edxts. \\\\\;, -
, .

7
”~

.A,Compa}ison of Employment and ¥nvestment Tax Credits
. ' P

, As indicated above, the employment tax credits were not exignsive]y

utilized by businesses. Rather than actively seeking out qua]ifying‘
AFQC clients, busfnessés remained rather passive to the progrém, ut-
%liging it primarily in response to HI_N office placement efforts.

Many “proponents 6f the employment tax gredi£ legiglatién w;re disappoint-
ed that it had not erjoyed the same success as the investment tax credit Sy
_program, after which it was patterned. Howévéi, to h5pe for such suc- 3
cess is almost~t0.assume that capital and labor are perfect substitutes

for one another. Furthermore, while the invedtment tax credit’app]ied

to all new capita] equipment, the employment tax qredit appliés only Eo)

AEDC recipients. - The dﬂfferences betwéen the twg types of productive J/~

inputs are marked: striking techndlogt;al advances in capifal resources'l
.. L, 14 . ‘

ce

S -
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have oecurred durin; the past feQ deéadesrwhich are making substantial
cgntfibutiens to increased productivity and subseeuent profitability.
Furthermore, these-products have been aggressively marketed with .
award-winn1ng advert1s1ng and art1cu1ate commiss1on-basxs salesmen.

By contrast, many employable AFDC persons are unsk111ed or sem1-ski]1ed
workers with only entry level ab111t1es, and they cannot be as effective-
1y marketed Therefore, an assessment of. the .employment tax credit-
program cannot be’ made by comparing it with the. investment tax credit

program,

Program Recommendations

t

Expand Employer Awareness

'1ost revenue.

L 4

*The employment tax credit program was found to be sost beneficial, re-

turn1ng $1.00 in potential welfare sav1ngs for a $.53 expenditure in
The program implications, therefore, were to expand ef—

forts to increase employer awareness of the WIN tax credit program and

_ for WIN and ES job developers to more effectively coumynicate prospec-

tive employees' eligibility for tax credits.

4

Change Existing Legjslation

# * -
Eliminate the Retention Provision of the WIN Tax Credit //

’ - .

It was judged thax this would reduce some of the cohp]ex%ties and risks -~

.

to businesses. Questions of senfority would be minimized in cases'Q,h

. termination, and there would be no undue burden on the emp]oyer to fore-

cast needs fqr entry level employees. The 13976 Tegislative revisions

| ’ ' :




-

f:: reduced the length of the required retention time, but did not elimi-

naté it entirely.

,/l

7 s
- "Eliminate the Recapture Provision

\

The grbup seminars indicated that the recapture provision is stilli .
‘ pérceived as‘an obstac?e by employers and discourages the use of thg
'tax credit. It was originally incorporated into the emgloymen tax-

credit 1eglslation because it was<in the investment tax credit, but

_ the reasons for its incorporation there do not apply to labor inputs.

g ~ ‘ . . .
Eliminate the Minimum AFDC Period - —
Eliminating the requirement that qualifying tax credit employees be
receiving welfare assistance at least 90" days p}ior.to hire would

simplify identification procedures for emplo;éFs.

4

Employment Policy Implications

4
hal »

As discussed in Chapter I, modern economids are often subject to rapid
‘technolog1ca1 change. _ With the aid of modern econémic science, mone-
tary ‘and fisca] policy tools have been deve]oped which have helped to.
méfntain reasbnably high aggregate aemaﬂg fqr labor in the face of such
rapid changes. . However, these changes sometimes result in temporary
disequilibrium in labor markets which affect large numbers of unskilu;d
and semi-skilled workers. Thf AFDC program is strongly affected in
these svtuations, especially since 1961, when legislation was passed
that cbildren could. qualify for aid when parents were unemployed.
“In addition to the AFDC recipients who hiye been temporarily displaced

4 —

I
-



" due to technolog1ca1 changes there are also many who generally

have d1ff1cu1ty compet1ng in the labor market. ,

Employment tax credit [egislqtidn was passed to encourage bdéinesges
.to hire AFQQ recipients who are pércéived as h{gh risks because they
lack the immediate necessary skills for employment. ﬁThus, expérience
and training pbtained on the job would smooth the ecopomic transition

problems and reduce welfare expenditures. _ "o

L -
Af this point it is necessary to clarify a basic issue. There had been
discussion prior to the present employment tax credit legislation of
allowing a general employment Fax credit for all new hf}es-as a means‘
of creating new jobs.] Tha} plan was rejected in favor of .the currént
legislation which focuses on a specﬁfié target droup (welfare reci-
pients). ” Because of the assoc1at1on in many m1nds bef\éen'employment ]
tax credits and job creatxon many people expected the new tax cred1ts

to create jobs. However, the research failed to d1scover4gny cases

-~

N - / .
which indicated that additiomaT hires were made, over and above those

jobs which would normally have béen filled. Obviously, some number of
AFDC recipients obtained employment as & direct result of the employ-
ment tax credit (the study estimatedhis to Bg somewhere be;ween 5,000
and é0,000 per year). But it cannot be argued that these jobs were
additions to the total job‘poo1. \ -

-

]U S. Congress, Senate, Committee on Finance, The Revenue Act.of
1971, Hearings before the Conm1ttee on F¥nance on H. R. 10947, 92nd Con-
gress, 1st sess., October 14, 15 and-18, 1971, - ~

1 78
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The v ue of employment’tax credits “dves not 11e in their power to .

) crea \new Jjobs; that requ1res a mucq,légﬁgr effort involving the care-

f.ul /{:\oordma\tiqn of natwnal monetary and fiscal policies. The HIN;we]-

~,

" Fare “tax credits operate most effect1v ly as structural remedies 1n

il S

:‘ h_gh employment sztuations, providing incentives to employers.to take

PISkS h1r1ng the 'hard core"unemp]oyed ,-

‘-r

" Reaching a low rate of unemployment without initiating in-

- creases in the rate of inflation will require structural

- programs as well as overall mohetary and fiscal policy.

Programs that increase access to jobs for groups with high
unemployment not only serve the interests of economic
Justice, but help us avoid the excessively tight labor .
markets and infiationary. pressures that might other-
wise arise in a period of high employment.

Policies des1gned to alleviate structural unemp]oyment
include. . ?ent1ves for private industry to hire the
d1sadvantaged

i ) Rh‘
In ihis regard, the tjming of the treation of the employment tax credits

,‘wes unfortunate. The Vietnam involvement and the international energy
. crisis combined to produce unacceptable levels of inflation requirihg.
;‘stern economic pdliéy measures which, in turn, resujted in higher than

' usual levels of unemployment. (In the five-year period prior to 1971,

the igerage rate of‘unemployment was only 3.9 percent. In the five

. years fo]lohing 1971, the average unemployment rate had risen to‘6.5

-

i
’

| In such situations when the economy is operating at levels below full

employment, there are thousands of unemployed persons looking for work
L4 y o ‘ A 3

1Economic Rebort of the President (Washington, DC:__Government Print-
- ing Offfte, 1977), pP. 172 Sy

LN

-




t

. e .
.
.- . . / .
. . . .-
. .

who are not:inderqualified But overqualified for the positions avail-
C e ‘ ) .

able. In.this case, there is less incentive for employers to hire
high-risk, entry level employees (i.e., AFDC recipients) and provide
training, even though their emp]oyment qualifies the f}{m for a tax

Eéi credit. b A R

- .

There is also a serious ethical question about whether 1ess-qualif1ed
“job seekers .shoald be giyen a competitive advantage over more quaiified
job seékers. 'Cleariy policy makers may decide such measures are social-

1y desirable and necessary to reduce the number of hard-core (such as, e

~ second and third generation) welfare families but that choice should

. f 1, cOst-effective tools for encouraging p]acement of AFDE recipients, ’

z

be explicitly stated and its-donsequences fully understood

a

¢ ~

i The résearch concluded that the WIN and welfare tax credits are helpz;

and>that with certain 1egis]ative and program modifications, their
effectiveness can be 1ncreased However, they do not create new JobS”
and they are most ‘useful in periods of genera]]y high emp]oyment as'

a means to reducing frictional and structural unemp]oyment. Unfortu-

nate]y, they have not yet been used in that context..
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